Since the financial crisis in year 1997, banks in Malaysia had undergone various issues and transformations, including stricter regulation on merger and acquisitions and greater enforcement of corporate governance. Besides that, the institutions had also gone through the transformation in terms of the risk assessment practice due to the stricter rulings under Basel II regulations. Taking into account of these changes, this study empirically examines the effects of corporate governance, risk and capital on the performance of banks in Malaysia. Based on 132 firm-year samples for the period of 2004-2009, study indicates a significant and negative relationship between bank risks and performance. It further reveals that the risk weighted capital (RRWC) improves bank performance. However none of the corporate governance variables have any associations with banks performance. The detail explanations of the findings along with the suggestions for future research are provided in the full text of the reports.
Introduction
Since the financial crisis in year 1997, banks in Malaysia had undergone various issues and rapid transformations. These include stricter regulations on lending to aggressive merger and acquisitions, greater enforcement of transparency and improvement in corporate governance and the risk assessment practice of the banks in Malaysia. In fact, some of these issues have become the main agenda of the regulators like Bursa Malaysia, Securities Commission and Central banks itself.
In Malaysia particularly, banks are governed under Banking and Financial Institutions Act 1989 (BAFIA) and Central Bank of Malaysia Act 2009. Both acts ensure proper supervisory of Malaysia banks, rules on licensing and products, permissible holdings for institutions and so forth. Whilst this acts focus on the operations of the banking institutions, Malaysian Code on Corporate Governance (MCCG) has laid focus on the governance of directors and audit committees of banking institutions. These principles of corporate governance is drawn from the framework of the Organization of Economic Co-operation and Development (OECD) and are similar to frameworks proposed by the MCCG (2000,later revised to MCCG,2007) .The objectives are to assists governments in their efforts to evaluate and improve their frameworks for corporate governance and to provide guidance for the financial market regulators and participants in financial market (Basel Committee on Banking Supervision 1999; Thillainathan 1999) Aside from corporate governance, Malaysian banks also goes through transformations in terms of their risk assessment practice due to stricter rulings under Basel II regulations. However most of the research focuses on the relationship between capital adequacy ratios (CAR) and risk, and limited study has look into the effect of CAR on banks' performance in Malaysia (Ahmad 2008 ). In addition to that, based on the reported literature fewer studies were conducted on the relationship between good governance and the effectiveness of Basel regulations implementation (Laeven and Levine 2009 ). In extending the research, this study will look on the effect of Basel regulations and Malaysian Code of Corporate Governance in improving banks performance.
Background of the study
Corporate governance refers to the rules, process, laws and guidelines by which businesses are operated. It serves the need of the shareholders and other stakeholders by aligning the management activities towards stakeholder's interests. Hence, the results of good corporate governance might be reflected positively on the banks performance. The general overview of previous research seems to support the stance that there is a positive relationship between corporate governance and performance (Chamberlain 2010 (1995) provide some analysis on to the importance of capital ratios on financial institutions. The analysis reveals that there is a market requirement which is subject to each individual bank on how much capital a bank should hold (Berger et al. 1995) . The safety net refers to government actions designed to enhance safety and soundness of the banking system other than the regulations and enforcement of capital requirement (Berger et al. 2005) . It is found that commercial banks with a lower capital adequacy rate in order secure larger profits for banks take on higher risks. Banks with higher a capital adequacy ratio provide a stronger guarantee to customers who are depositing their funds (Lin et al. 2005) .
Therefore, this study was conducted with the aim to investigate (i) the effect of corporate governance in improving bank performance, and (ii) the effect or risks and capital on bank performance. Empirical research in this area is useful for a number of reasons. To the regulatory bodies and related agencies, the findings provide an important input on the effectiveness of the regulation and the signal for the next steps to be taken in improving of the weaknesses. The findings also contribute towards better understanding of the areas of corporate governance, risk and capital in relation to the performance of financial institutions. For the regulatory agencies, the findings may be used to tighten up their rules and, perhaps they can concentrate their efforts on those companies which characteristics are identified. .This is partly due to merger and acquisition process of all banks that takes place after 1997-1998 crises. Table I, 
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Model Specification
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The data was run initially using pooled regression techniques. The data revealed that there is autocorrelation using Lagrange multiplier (LM) test ( p-value is 0.000). Further analysis also revealed that there is heterocedasticity problems using BreuschPagan-Godfrey (BPG) test (p-value is 0.000) (Baltagi 2005 ; Gujarati 2003).Another post estimation tests also show the presence of heteroskedasticity (Modified wald test, Prob>chi2 = 0.000). Thus, a Cross Sectional Seemingly Unrelated regressions (SUR) panel data regression analysis estimator is used to correct for the problems of heteroscedasticity, autocorrelation and contemporaneous correlation (Beck and Katz 1995; Magalhaes and Africano 2007). This will improve the efficiency of the coefficients of each variable under this study. Further analysis on the correlation matrix reveals that there is no correlation between variables under this study.
Results of the study
The Relationship between Corporate Governance and Performance
Based on the analysis (Table II) 
The Relationship between Risk and Performance
Result indicates of a strong relationship between risk and performance. For both Model 1 and Model 2 there is a significant relationship between the Non Performing Loan (NPL), Loan Loss Provision (LLP) and performance. Regulations in regards to the level of credit risks needs to be further strengthened as the potential risks increases as firms engaged in profit seeking alternatives. Malaysian government under the Ministry of Finance has set up Khazanah Nasional as an investment holding arms to help managing the government assets and undertake strategic investment in areas that may generate the economy. This also includes bailouts on financial institutions that represent public interest. The importance of this findings is for the government to take stricter ruling on highly profitable banks who may be indulge in offering products that generates higher NPL and LLP.
The Relationship between Risk Weighted Capital (RRWC) and Performance
The role of capital adequacy is significant; that is to improve banks' stability, through adequate provisioning against adverse economic effects ). This reflects the ability of capital to buffer against risk in time of recession. In this study we have found that RRWC improves banks performance. This is partly due to greater risk taking as evidence from the level of NPL and LLP and requirement impose under Basel II regulations. On another perspective regulations has ensure banks safety net to increase and provide greater confidence for stakeholders. This finding provides a positive note on steps taken by Central Bank of Malaysia to pursue banks to adhere to this capital standard.
Table 1. Descriptive Statistics
REVTA is the revenue to total asset ratio. The INTINCOMEASS is the interest income divided by total assets ratio. INDEP is the number of independent directors on the board. CHAIRINDEP is a nominal data of 1 if the chairman is independent and 0 if otherwise. DIRECTORREM is the remuneration paid out to the directors on the board. MEETDIREC is the number of meeting held by the directors. INDAC is the proportion of independent directors over board size. MEETAC is the number of meetings held by audit committees. ETHNICPER is the percentage of board of directors that are Malays. NPL is the amount of nonperforming loans. RRWC is the risk weighted capital for the bank. BOARD_SIZE is the number of directors. PERNAF is the ratio of the non-audit fee divided by audit fees. LLP is the loan loss provision for the bank. LEVERAGE is the current liabilities over current assets. TENURE is the total number of years of service of the CEO. NETLOANSASSETS is net loans divided by the total assets. 
Conclusions
This study reports the results of a study, which examined the effects of corporate governance, risk and capital on the performance of Malaysian banks. Based on this study we fail to establish the relationship between corporate governance mechanism and banks performance. This however does not in necessity indicate the lack of importance of corporate governance mechanism discussed in this paper. Although the research conducted here does not indicate a significant relationship, the roles of corporate governance in protecting the interest of stakeholders are plausible. The second findings of the study are the effects of risks on performance. It seems that higher risks banks have larger profits. However the added performance that comes from increasing risk carries its own burdens as the associated risk reflects the heavy burden carries by banks excessive risk taking. The study also reveals that risk weighted capital (RRWC) improve banks performance. This in part may be due to stricter regulations imposed under Basel II regulations and its effects on banks stability. On another perspective, the higher RRWC was a consequence of the high level of risks that commensurate with banks performance.
It is suggested that future research studies may be constructed to investigate and compare the impacts and effectiveness of corporate governance mechanisms in the banking industry. A comprehensive study analysing the corporate governance on the different types of bank categories such as Islamic, commercial, and investment banks should be done to gain an insight on how these mechanism differ among the banking groups. Issues of financial distress amongst banks need to be further explored to see how regulations mechanism may helps to alleviate the burden of financial distress and improves banks performance through greater awareness on the value of corporate governance and their effects to the welfare of other stakeholders.
